
INTERNAL REV- S E m C E  

Midstates Region 

Department @the Treasury 

Appeals Office 
*****************************
************************ ***** 

Date: p , ? ~  2 3 1996 
Person to Contact: 
************* 

************************
************************* Telephone Number : 
*************************** ************** 
************ ******

Key District: *******

Years: **************** 

Dear Sir: 

We considered your appeal of the adverse action proposed by 
your key District Director. Your exemption from Federal income 
tax under Section 501(c) (4) of the Internal Revenue Code is 
denied. 

Your denial is based primarily on the fact that your 
organization primarily serves the private interests of your 
members by maintaining their property. Any benefits to t.he 
community are not sufficient to meet the requirement thac an 
organization described in section 501(c)(4) of the Code be 
operated primarily for the common good and general welfare of the 
people of the comm~~nity . 

You are required to f i l ~  Federal income tax returns on Form 
1120 for the above years. You should file these returns with 
your District Director, Dallas Key DLstrict Office, EP/EO 
Division, within 60 days from the date of this letter, unless a 
request for extension of time is granted. 

You n12y direct questions about the decision to the appeals 
officer w!?ose name and telephone numbex are shown above. 

S**********

* * * * * *  
**********************
Associate Chief, Appeals 

cc: *************** 



Internal Revenue Service 

***************  *********
* * * * *  *****************
************************* 
********************
*********** ******

Department of the Treaaury 

****** *****  **** ***** **** *******  

*****  * * ****act: 
* * * * *  **** 
Telephone limber : 
* **** ******** 
****  ***** *** 
**** **** *********** ** 

Gear Sir or Madam: 

We have conaidered your application for recognition of exemption from Federal 
incob~e tax under section 501(c)(04j of the Internal Seven~e Code. 

You incorporated aa a non-profit corporation in the State of ***** on ******** 
**** for the purposes of providing for the welfare and bewfit of the osnleru, 
residents, and occupants of th2 land comprising "**************"; promoting the 
recreation, health, safety, and welfare, of members of the Association and land 
within **************; and maintaining property values of ***************. 

Curentry, the developer is advancing all monies necessary for your operations. 
The afi~ancea will continue until annual assessments commence. According to the 
Declaration of Covenznts, Conditions and Restrictions for **************, these 
asaeasments will commence on the date notice is given to each owner that 
construction and landscaping of an easement adjacent to ************* has been 
completed. 

Per your Articles of Tncorporaticn, membership belong? to every serson or. entity 
who is a record owner of fee simple Cui'tle to any land that is subject to the 
kclaration. Votes shal l  be assigned on the basis of voling unit which shail i ~ e  
one square foot o**********a uithin each fee parcel of land s~~bject to the 
Declaration. Of *********0 voting units, the developer controls **********  or 
***** %. 

Your governing boarci 1s eiected by y o ~ ~ r  niembera and since the developer  has  
voting control. the (.leveloper has control of the board. 



******** *********  ********** * * * * * * * * * * ;  
*************  ***  

W13n asked to  provide de;;!,:gr..rphii:s f o r  your a rea ,  you indicated you are  in  c?osr 
pr3ximity to  several  other  assoc ia t ions  t h a t  togetner a l l  make up the 
********** t area. That a r e s ' s  demogrzphics include neighborhoods of s ingle  
Eanily residences located c lose  t.o the general ares,  *   apmtment complexes, ** 
majoy c o r ~ r a t i o n s  * hote La, resta::rants. r e t e - i l  Luaj.n?sses, da* ***  center  
;and ban.4~. Upon fu r the r  inquiry, you admitted there was only a *******  and 
p~.blic: school i n  t he  .?.pea and t h a t  your membership was composed of ***  members 
including those prevlo~:siy mentioned, t he  developer. snd an o i l  company who is 
prowsing t o  build a serv ice  s t a t i o n  i n  t he  area.  

You have contracts  with **   d i f f e ren t  companies f o r  management and cont rac ts  f o r  
landscaping which account f o r  most of t he  expenses you have accrued t o  da t e  t o  
be paid t o  the  developer. The t o t a l  accrued. is over $****** . To date nos i  of 
t he  landscaping Baa been along * * * * * * *  ** 03 property owned by t h e  Sta te .  The 
property i ~ i  z2jacent t o  your area. 

YOU could nut account f o r  some expenoes and l a t e r  indicated they were the  r e s u l t  
of audi t  error .  

Section 501(c) of t he  Code describes ce r t a in  orga l iza t ions  exempt from Federal 
income t a x  under sec t ion  501(a) and reads, i n  p a r t ,  a s  follows: 

" (4 )  Civic leagues o r  organizat ions not  organized foc  p r o f i t  but  operated 
exclusively f o r  the  promotion of soc i a l  welfare, o r  loca l  assoc ia t ions  of 
employees, t he  membership of which is l imited t o  'he employees of a 
designated person o r  persona i n  a pa r t i cu l a r  municipality, and the  ne t  
earnings of which are devoted exclusively t o  char i tab le ,  educat ional ,  ~ j r .  

recreationad purposes. " 

Section 1 . 5 0 1 ( ~ ) ( 4 ) - 1  of t h e  regulat ions provides, i f  par t  , a s  follows: 

" ( a ) ( l )  In general. A c i v i c  league or  organization maq' be exempt au an 
organization described in sec t ion  501(c) (4)  i f  - 

( i )  I t  is not organized o r  o p r a t e d  fc? p r c l i t r  and 

( i i)  I t  is >.,p.ir.ateci sxclusively fo r  the E,r.r$m,:.tion of soc i a l  welf;,r.e.' 



******** ***** * * * * *  **********  ********  
************** **** 

" ( a ) ( l j  ) i  i )  An organization is operated exciusively for  the promotion of soc ia l  
welfare it it is primarily engaged in  promcting in some way the comrnc~n good arid 
general welfare of the pecple of the  couimunity. An organization embraced v i th in  
t h i s  sect ion is one which is 0perat.i.d primarily for  the purpose of 5ringing 
about c iv i c  betterments and s o c i a l  improvements :c** The promotion of soc ia l  
welfare does not include d i r ec t  o r  indi rec t  part icipat ion o r  intervention i n  
p o l i t i c a l  campaigns on behalf of o r  i n  opposition t o  any candidate fo r  p ~ ~ h l i c  
o f f i ce .  Nor is an organizatian operated primarily fo r  the  promotion of soc ia l  
welfare i f  its primary a c t i v i t y  is operating a socia l  club for  the benefi t ,  
pleasure,  o r  recreat ion of i t a  members, o r  is carrying on a business with the  
general public in  a manner s imi lar  t o  organizations which a re  operhted for  
prof it .Mu 

Revenue Ruling 72-102, 1972-1 C.B. 149, granted exem~tion under sec-tion 
501(c)(4)  of the Code t o  an organization formed t o  preserve the  appearance of a 
housing developmeni and t o  maint2in s t r e e t s ,  sidewalks, and comon areas f o r  use 
or' t h e  residents .  I t  was supported by annual assessments and meuiber 
contr ibutions.  Even though it was established by the develog.er and its 
existence ncay have aided him i n  sel . l ing housing uni t s ,  any benefiCs t o  the 
deve3.0-r were merely incidental .  

Revenue Ruling '74-99, 1974-1 C.B. 131. in?.lcates fo r  a  homeowner.^ associat ion t o  
qual i fy  fo r  exemption under sec t ion  501(c ) (4 )  of the Code it ( 1 )  must ser-=e a 
"community" which bears a reasonable recognizable re la t ionship  t o  an area 
ordinar i ly  ident i f ied  a s  governmental, ( 2 )  must not conduct a c t i v i t i e s  directed 
t o  the  exter ior  maintenance of p r iva te  residences, and (3 )  must have the common 
areas  o r  f a c i l i t i e s  it owns and maictains fo r  the uoe and enjoyment of the 
general public. 

Revenue Ruling 80-63, 1980-1 C.B. 116, c i s r i f i e d  the reference t o  "com~1nity" i n  
Revenue Ruling 74-99 by indicat ing tha t  the area represent,ecl by ar, ?.ssuciation 
may not 5e 3. comrn~1ail.y within the  meaning of +,hat r ~ ~ l i n g ,  but may still qualify 
f o r  exemption i f  i ts a c t i v i t i e s  serve the general public ss d i s t i t ~ f i ~ i s h e d  t o  
serving members only. 

'!on do not meet the deTinition of the  term c c m i t y  a s  defineci i r ~  Revenue 
Ruling 74--99 based on deve1o;ment to ( late.  Your s ~ i b s t a n t i a l  ac-tivit.y haa been 
in  maintainii~g property t h a t  belongs tu tne Sl-tte.  not the auslji:is t i a-!n. '1% 
maintaining of tha t  proper?.y duea Ijerve  he general public and W , ~ L I ~ L \  zeem to 
meet the: re;::.iir-?;ni.nt;a of  REJZI IL~?  r i ~ : i i ~ ~ g  ;l;;-F;;j. However, sin?;: yoii ;re 



******** *********  ********** ********  
************* ***  

controlled by the developer the a c t i v i t y  i s  basically an ac t iv i ty  of the 
developer and lacks the membership noraaliy associa.tec! with a homeowners 
association. I t  sllows the  developer t o  beautify an area adjacent t o  h i s  
dc~:lolopment t o  enhance sa les  oppor t~mity  while accruing the cost  t o  future 
fv-ture asaociation members ra ther  than expensing the costs  a s  incurred a d  
hkvi .~g the developer assume h i s  share of the  cosi;s. Since the associat ion has 
exi-ted since **** with miniwal development the benefit of beautifying the  
a d j a c ~ n t  area to  encourage i n t e r e s t  substantial ly serves the  developer. There 
is a l so  a question a s  t o  whether **   management contracts were needed f o r  such 
l imited ac t iv i ty ,  o r  whether t h e  co.?tracts serve the developer by providing 
businese t o  organizations the  deveioper dotjs business with, thus promoting h i s  
cont hued  relat ionship w i  t.h %?&ern. 

Thus, we conclude tha t  you a r e  -; .:rated exclueively f o r  the  promotion of 
s o c i a l  welfare and serve pr ivate  .;l.?arests of the  developer. Therefore, you do 
not  qualify fo r  exemption under sect ion 501(c)(4) of the  Code. Accordingly you 
a r e  not  exempt and should f i l e   form^^ 1120. 

I f  you do not agree with these conclusions, you m3y, within 30 days from the  
date of t h i s  l e t t e r ,  f i l e  i n  duplicate a brief  of the fac t s ,  law, and argument 
tha t  c l ea r ly  s e t s  for th  your position. I t  you desiroe an o r a l  discussion of the 
issues,  please indicate t h i s  i n  your protest .  Tha encloned Publicatio11 89% 
gives instructions for  f i l i n g  a protes t .  

I f  ycu do not f i l e  a protest  with t h i s  off ice  within -30 days of the  date of t h i s  
l e t t e r ,  t h i s  proposed cleteraination w i l l  become f inal .  

I f  you agree with these concluuions or do not wish to  f i l e  a writ ten protest .  
please aim and return Form 6018 i n  the  enclosed self-addressed envelope as soon 
a s  possible. 

We have sent  a copy of this l e t t e r  t o  your representative as  indicated i n  yollr 
power of attorney. 

I f  you have any further questions, please contact the person wZ~jse name and 
telephone numbex are shown a t  the  beginning of th i s  l e t t e r .  

En(: Losures: 
Publication 892 
Form 6018 


